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Let's Get On With The Job 


In common with millions of others, we recently sat in our home and 
listened to Mr. Churchill's speech on the conduct of the war and were 
definitely impressed with his remarks. 

In common with many others we have also been disgusted with the 
attitude of certain of the population in their criticism of what has happened 
and what will happen in the immediate future. 

It seems to us that what democracy means to a lot of people is simply 
the privilege of hollering to the heavens in criticism of their leaders, after 
they have duly elected those leaders. 

In Canada in particular there is no denying the fact that we are ‘‘playing 
politics” and that much of our criticism is wrongly directed. 

Instead of continually harping on what we consider to be past mistakes 
on the part of our government and our leaders, we might better be employed 
on getting on with the job and in seeing to it that we are doing our full 
part in this struggle. 

How many of us listened to warnings long before 1939 to the effect 
that the Axis powers were bent on World domination? How many of us 
were prepared to suffer increased taxation to prepare ourselves for war and 
when it did come, how many of us considered it to be just another capital- 
istic war, or just a ‘phoney war’? Let us be honest with ourselves. 

We have from time to time listened with disgust to a tirade against 
Canadas so-called war effort by people who never leave their own immediate 
district and who consequently know little or nothing about it. 

We have continual shouts for a total war effort from people, many 
of whom are doing little or nothing in the war effort. 

Recently the Wartime Prices and Trade Board rationed sugar, and on the 
very day following hundreds if not thousands of people tried, and in many 
cases succeeded in obtaining far more than their ration of this commodity. 
Yet these very same people shout about our lack of effort. 

When the government made it plain that it intended to conduct a 
plebiscite to releave it from previous promises, we had the spectacle of 
supposedly responsible people urging a boycott of the plebiscite and even 
of the Victory Loan. 

When the three German warships escaped from Brest, through the 
Channel to Heligoland Bight, many people classed it as a disgraceful affair. 
There is no disgrace in being outsmarted and many of those who classed the 
escape as ‘‘disgraceful’’ have never even seen the sea and can have no realiza- 
tion whatever of the conditions which made the escape possible. 

We are supposed to be fighting to preserve our way of life, but if our 
way of life simply means to criticize anything and everything regardless of 
the facts or what we know of them then we had better quit right now. 
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THE VICTORY LOAN 


Here we have a new Victory Loan. We are asked to subscribe six 
hundred million dollars. How many of those of us who spend our time in 
criticizing the government will put everything he can into this Victory Loan? 

How many of those who are hollering are doing everything they can 
to win this war? 

Let us face the facts and let each one search his or her soul and ask, 
“What am I doing to win this war?” Then let us, each one of us, square 
his shoulders and be prepared to put forth a supreme effort in whatever part 
we can play and LET’S GET ON WITH THE JOB! 





The Victory Loan 


As we go to press the Victory Loan is with us and more and more steps 
are being taken to shake many of our countrymen out of their lethargy in 
respect to subscriptions to this loan. There has been more talk about this 
loan than any previous one but we are not so sure that the talk has shaken 
the foundation as it were, of the people at whom it was aimed. 

Too many people still look at this war from afar; they point, with a lot 
of grumbling in many quarters to income tax levies which will soon be 
with us, to the many and varied deductions from pay and to the tremendous 
cost of the war although they seem to know little about the latter part 
of it. 

Six hundred million dollars is a lot of money but we are confident that 
it can be raised. The point is will the people who ought to subscribe to 
the last cent actually do so? We doubt it very much and sooner or later 
we will probably have to come to some form of raising such loans other 
than by voluntary subscription. 

It is rather popular “sport’’ nowadays to berate the country’s war effort 
and to point out that we are not on an all-out war effort, to say that this 
and that section of the country is not ‘pulling its weight’ and we have no 
desire to be included in the class of people who do such things just for the 
pure joy of doing them. 

We have, in the past, urged some form of compulsory saving and we 
notice that many people now are urging a general rationing scheme in 
order to make more money available for war purposes. 

A lot depends on the reception which the present Victory Loan receives 
but it does seem to be a fact that most people who subscribe to these loans 
subscribe only what they can ‘‘spare’’ and not all they can actually put into 
such loans. 

If that is true, and we believe it is, then some other form of raising loans 
in the future will have to be put into effect and the time to begin is now. 

Rationing by degrees is already being put into effect but a whole lot 
more needs to be done before such rationing will have any great effect on the 
spending of the people and it is this spending, indiscriminate spending if 
you will, which determines how much the working people can put into loans. 

Whatever the answer, whether it be compulsory saving or saving because 
of a general rationing system, let us have it now. 
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Across the Secretary's Desk 


During the past month it has been my privilege to visit the Windsor, 
Niagara and Kitchener chapters and to form some estimate of “how goes 
the battle.” In Windsor I found much enthusiasm and a definite go ahead 
attitude. True, many of the members are working night and day as in other 
localities but the attendances are keeping up nicely. W" ‘ch this Windsor 
chapter. 

In Kitchener the attendances are also keeping up, bearing in mind the 
scattered nature of the membership, while in the Niagara district where the 
membership is definitely scattered, the attendances have been low. This is 
undoubtedly due to the war effort, to the condition of tie roads and the 
scattered nature of the membership, but in many instances there are members 
who could attend more often than they do. They little know what they are 
missing. 

Hamilton chapter has gone to one meeting per month for the duration 
of the war because of extreme pressure of business and the difficulty in 
obtaining speakers, but the attendances so far have been reasonably good. 

Undoubtedly many of our members are working many extra hours and 
cannot in the ordinary way of things attend every meeting, but we would 
point out that in most of the meetings there are matters discussed which 
would help them in their work. 

The Windsor chapter keeps ahead in the running for the Fernie Trophy 
with Kitchener not far behind and London and Ottawa still well up. It 
looks like a real race right up to the wire. 

Recently I had the pleasure of meeting with our Ontario Educational 
Committee and it was a grand meeting. The members took hold of the 
business in a workmanlike manner which is indeed a happy augury for our 
future. : 

One of the matters discussed was the future of our Student Sections and 
in this connection the Committee approved in principle with a plan suggested 
by the writer. 

This matter will be considered again at the next meeting and if finally 
approved as undoubtedly it will be, it should have a far reaching effect on 
our future as well as being something which the student members will 
appreciate. 

I am receiving many enquiries concerning the dates of the spring 
examinations. No dates have yet been set but they will probably be held 
in late April and early May and members will be notified immediately 
definite dates have been set. 


These examinations will probably interest many more members this 
year than ever before and we shall, in all likelihood, have the largest number 
ever, sitting for the exams. 


R.D. 














CHAPTER NOTES 


Chapter Notes 


Windsor Chapter. 

The January meeting of the chapter brought a welcome visit from our 
Secretary Manager who gave an interesting talk on “What Are Standard 
Costs.” The discussion period was both lengthy and informative and it was 
one of our best meetings. The Student Section continues to interest more 
and more members and we are hopeful that the Chapter will win the Fernie 
Trophy for the chapter showing the best percentage of increased member- 
ship. The February meeting will be a joint meeting with the Detroit 
chapter of the N.A.C.A. and promises to be a real affair. 


Kitchener Chapter. 

Our February meeting was another successful affair when Mr. A. J. 
Mouncey of Hamilton addressed a fair gathering on “Plant Layouts in 
Relation to Time Study.” The speaker gave a most comprehensive talk and the 
discussion period was again a good one. After that a buffet lunch was served 
and the members continued to argue on the pros and cons of the subject 
with the speaker the centre of quite a gathering. 


Niagara Chapter. 

The February meeting, held at the Plant of the Plymouth Cordage 
Company, Welland, by kind permission through Frank Hesler, brought a 
most delightful talk from Mr. W. I. Miller of the F. N. Burt Company, 
Buffalo, N.Y. on the subject, “Time Study Methods and Wage Incentives.” 
Mr. Miller dealt with a study of the Time Study Methods in vogue at his 
company and the talk was of sufficiently broad scope in that it dealt with 
the tying in with the Indirect Budgets. The attendance, due to the bad roads 
was not large but those who did attend were well rewarded. 


Hamilton Chapter. 

The February meeting of the Hamilton Chapter saw only a small attend- 
ance out to hear Mr. W. Nicholson of the Income Tax Department, lead a 
discussion on Income Tax and Excess Profits Tax Regulations. The small 
attendance was due to several reasons but sickness among the members played 
a big part. However, the meeting was very enjoyable and those who did 
attend were quite pleased with the whole affair. Due to the extreme pressure 
of work and the difficulties encountered in obtaining a sufficient number of 
qualified speakers the chapter has reduced its meetings to one per month 
instead of two. 

For the March meeting it is expected that a prominent speaker will be 
heard on the subject of priorities. This meeting will be held on March 25th 
London Chapter. 

The February meeting of the London Chapter brought out a fair attend- 
ance to hear a discussion on ‘Material Accounting and Records” and it was 
a most enjoyable affair. These discussion meetings are growing in both 
attendance and importance and the Student Meetings also are showing much 


better attendance and more enthusiasm. 
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Toronto Chapter. 

The February meeting of the chapter saw a good crowd out to hear Mr. 
R. J. H. Ryall speak on “The Cost Accountant and the Costing Profession.” 
Mr. Ryall is a well known expert on the subject of Cost Accounting and all 
that pertains to it and the Toronto members took full advantage of his 
presence both to hear him and to ask questions at the close of the meeting. 
The Student Section under the able tutelage of Alex Blanchard is going 
great guns with meetings twice monthly. 

Montreal Chapter. 

On February 27th, the Montreal Chapter will hear its fourth lecture in 
the Management Series with Mr. J. S. Cameron, Manager of the Northern 
Electric Co. Ltd., as guest speaker. Mr. Cameron will speak on ‘The Plant 
Engineer and Management” and it is understood that he will outline a 
specific case with illustrated chart as a basis for an enlarged discussion. 
Professor Humphrey will deliver his third talk in his series on Industrial 


Legislation 





Literature Received 


Deterioration and Loss in Fixed Assets and its Recovery. 
Cost Accountant, December. 

A very complete and splendid article 6n a subject not very often 

discussed and seldom written about. It should interest every accountant. 
Methods Study Applied to an Accounts Payable System. 
N.A.C.A., January 15. 

A very fine article dealing with methods of improving and simpli- 
fying the procedure involved in verifying, accounting for and paying 
creditor's invoices. 

Co-ordinating Material with Production Needs. 
N.A.C.A., February 1. 

Deals with fundamentals rather than with specific problems relating 
to the war effort. An extremely fine article and one which accountants 
generally should read. 

The Last-in, First-out Inventory Basis. 
Jrnl. of Accountancy, February, 1942. 

A report by American Institute of Accountants Committee on Co- 
operation with Controllers’ Congress of the National Retail Dry Goods 
Association. 





New M em bers 
Montreal Chapter. 


J. L. Griffiths, Can. Pneumatic Tool Co. Ltd., Montreal. 

A. C. Joncas, Shawinigan Water and Power Company, Montreal. 
Windsor Chapter. 

Robert C. Forbes, Chrysler Corp. of Canada Ltd., Windsor. 
London Chapter. 

Miss E. M. Owen, St. Thomas Metal Signs Ltd., St. Thomas, Ontario. 
Hamilton Chapter. 

A. Lucas, Hamilton Bridge Co. Ltd., Hamilton. 
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The Contract Bonus Wage Incentive System 


An Incentive Peculiar to the Mining Industry 
By C. E. SHEPPARD, B.Com. 


In a broad sense, an operating mine can be divided into two main de- 
partments,—the mine or production department which locates, breaks and 
removes the ore, and the mill or reduction department which takes delivery 
of the ore and extracts the valuable mineral content. 

Of the two departments, only the mine lends itself readily to wage 
incentives and it is in this department that the contract bonus system is used. 

How or when the system originally received its name is not known. 
It is known, however, that it has been adopted from a practice prevailing 
in the early days when it was common for mine owners to let contracts for 
underground work, such as sinking a shaft or driving a long tunnel. These 
contracts usually specified that the job was to be paid for at an accepted 
rate per foot, either lineal or cubic, depending upon the type of work to be 
done. The men doing the work were employed by the contractor, not by 
the companies. Legislation and practical difficulties caused the practice to 
gradually die out, but the principle was retained and is used to-day as the 
basis of an effective wage incentive system by most mining companies. 

As the name implies, the system establishes an incentive by offering a 
bonus derived from some form of a contract. The word “contract”, however, 
is misleading. It is only a popular term used by miners when referring 
to the rate applicable to a particular working place. In speaking of this 
place, the miners say that it is ‘on contract’, which means that the job 
offers an opportunity to earn a bonus in addition to the guaranteed daily 
wage. A working place not on contract is said to be “on company time”, 
a phrase which denotes that only the daily wage can be earned on that job. 

Invariably, miners prefer to work on contract, a fact which makes 
management's task a pleasant one when it is decided to instal a contract 
bonus system. Such a system, besides establishing a measure of control over 
the cost of certain underground operations, has the advantage of being 
relatively simple, practical and effective in operation, and almost universally 
acceptable by the mining industry. 

Installation and Operation. 
Rates: 

The first step, in starting the system, is to set rates for the various 
types of work. In simple language, a rate is the price per foot which the 
management is willing to pay for a specific kind of work. As there are a 
number of different kinds of work, — drifting, raising, slashing, sinking, 
stoping, — each will have its own rate. 

The engineering department, taking into consideration the nature of 
the rock, type of work to be done, accessability of the location and size of 
the heading, sets a price which will be paid for each lineal foot of advance 
and/or cubic foot of rock broken. The rate is based upon the cost of labor, 
dynamite, fuse and blasting caps required to do the job, plus an allowance, 
so that a skilful miner will be able to do the work at less than the rate and 
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so earn the difference as an efficiency bonus. Occasionally, unforeseen 
difficulties may be encountered such as a heavy flow of water or bad ground 
which must be well timbered. Adjustments in the rate will be necessary to 
r as an alternative, the contract can be 


compensate for these difficulties, « 
stopped while such trouble exists and resumed when normal conditions are 
encountered again. 

New mines frequently experience some difficulty, at first, in setting a 
fair rate, due to the lack of adequate supporting data. In the older mines, 
information regarding the footage advance per shift in the various kinds of 
rock, the behavior of several types of powder, and the mechanical efficiency 
of the drilling machines, will be available and will be given consideration 
in arriving at the rate. It must be understood that the object of setting a 
rate is to provide an incentive. If the rate is too low and the miner cannot 
earn a bonus, he soon stops trying and becomes indifferent. On the other 
hand if the rate is too high and the miner makes a “killing’’, it may be that 
efficiency is being bonuses when efficiency in fact does not exist. Either case 
an investigation of the rate. 

Contracts: 

The allocation of a rate to a working place creates a contract, the object 
of which is to advance the heading a certain number of feet at a cost per 
foot equal to or less than the specified rate. All decisions regarding the 
headings to be placed on contract and the date when such work is to begin, 
rest with the management. Plans of development and mining work are 
prepared by the engineering department, usually several months in advance, 
so that ample time is available to regulate a steady and uninterrupted rota- 
tion of tasks. 

Each month it is the duty of some member of the engineering staff 
to prepare a list of the contracts to be started on the first day of the follow- 
ing month. This list is prepared in the form of a CONTRACTS WORKING 
sheet which is shown below. 


‘Form 1) 
CONTRACTS WORKING DURING JANUARY, 1942 
Contract Starting j 
Number W orking Place Date Rate Size Footage 
1 22-00 Drift Jan. 2nd $8.00 Lin. Ft. 7x7 
y 
3 
4 
5 
Etc. 


To prevent confusion each line on this sheet is numbered so that a 
contract automatically receives the number of the line on which it is placed. 

On the last day of each month, this sheet is tacked on a notice board 
in the mine dry so that everyone may see it. Additional supporting data, 
detailed as to distances, degree of slope, or angle of elevation, is supplied to 
the captains and shift bosses. The shift bosses on whose “beats” the working 
places are located, then assign crews to the headings and the contracts are 
in operation. Contracts run for a period of one calendar month or for that 
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portion of the month remaining, if the contract is started later than the first 
of the month. During the month contracts may be completed, be temp- 
orarily stopped, or new contracts may be started, but in any case at the end 
of every month the engineering department holds a “measure up day” when 
all unfinished contracts are measured. If contracts are completed during the 
month, they are measured when finished. If they are not completed and 
must overlap into the following month, the amount of work finished during 
the current month is measured and valued for bonus purposes. The unfin- 
ished portion of the contract is started again on the first day of the next 
month as a new contract by transferring the working place and rate from the 
old contracts working sheet to the new sheet. 

Footage measurements obtained by the engineering department are 
marked on the contracts working sheet opposite the correct contract number 
in order that the miners may see what they have accomplished during the 
period and make a complaint, if they believe the measurement to be wrong. 
The contracts working sheet is now complete and appears as follows: 


(Form 2) 
CONTRACTS WORKING DURING JANUARY, 1942 
Contract Starting 
Number Working Place Date Rate Size Footage 
1 22-00 Drift Jan.2nd $8.00 Lin. Ft. 7x7 128.5 
2 
3 
4 
5 
Etc. 


A reasonable period of time is allowed for investigation of complaints 
and the checking of footages. The old contracts working sheet is then 
removed from the notice board and taken to the general office where the 
information is transferred to accounting records. 


Accounting Procedure and Records: 

The determination of bonuses involves two calculations: 

1. Finding the value of each contract by multiplying the measured 

footage by the rate per foot. 

2. Finding the actual cost of each contract by accurately accumulating 

the daily labor and powder charges. 

If the value exceeds the actual cost, the difference represents the bonus 
earned by and payable to all the men who worked on the contract. Should 
the actual cost exceed the value, then the contract is said to have earned a 
deficit. This deficit is not deducted from the miners’ wages; it means that 
the men working the contract have failed to come up to standard and will 
receive only their guaranteed daily wage. 

To provide a permanent record of each contract and to expedite calcula- 
tions, it has been found convenient to assemble all the data on a form about 
12” x 12” in size and called a Contract Bonus Sheet. A separate sheet is 


used for each contract. 
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Postings to the Bonus Sheets are made directly from Contract Time 
Cards, Form 4, which are filled out and turned in to the accounting office 
at the end of every shift, by each shift boss. To facilitate sorting and post- 
ing, these cards have a distinctive color and are designed so that they can 
be carried in a coat pocket and filled out at the working place. On reaching 
the accounting office the contract time cards which are easily separated from 
the company time cards because of their distinctive coloring, are arranged in 
numerical order of contracts, so that the information can be speedily posted 
to the bonus sheets. Subsequently these cards are turned over to the payroll 
department where the time is posted to the payroll. Thus they serve two 
purposes. This is a daily routine and at the end of the month the bonus 
sheets need only to be totalled for hours of labor and sticks of powder, to 
permit calculations to begin. 








(Form 4) 
DEVELOPMENT AD. 3 
Date: Jan. 2, 1941 Shift: 7-3 Foreman: Stuart 
; v 
} Ps = 
Z-n 2s ff B® 
1s) all ro ro yA Q — 
= ba o be ve ” Q 
¢ « = ce r= = = ¢% Powder 
Working Place GS SF TF SF ££ Q TL 40% 55% 
22-00 Drift 1 977 657 19 Vo 
747 843 44 25 


2 


Form 3, not illustrated, shows the bonus sheet as it appears after all 
postings and calculations have been completed and to assist the reader, the 
individual steps have been tabulated and are explained below. 

(a) Powder: 
Dynamite, fuse and blasting caps are popularly called powder. The 
cost of a case of powder is therefore the cost of a case of dynamite 
plus an additional charge to cover the quantity of fuse and caps which 
will be needed to explode the dynamite. The number of sticks of 
powder used from day to day is obtained from the contract time cards 
and is posted to the proper column on the bonus sheet. The total sticks 
of powder used during the month, 4370, is divided by the average num- 
ber of sticks per case, 106.5, to obtain the cases used during the period. 
The price per case times the number of cases gives the cost of powder 
chargeable to the contract. 
(b) Labor 
The hours of labor charged daily to each contract, again, are taken 
from the contract time cards. Absolute accuracy on the part of the 
shift bosses is essential, in reporting this item, to prevent errors. Care 
must also be taken in posting to make sure that the right contract is 
charged and that the employment numbers do not become switched. It 
is an inviolable rule that the time of every man working on a contract 
must be charged to that contract. Cancellation may result if it is found 
that someone is giving assistance without any charge being made for the 
labor. 
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Since miners, helpers and muckers all have standard rates of pay it 
is only necessary to know a man’s occupation in order to know his rate. 
The total hours of each occupation multiplied by their respective rates 
per hour give the total labor cost of the contract. 

(c) The total cost of the contract is the cost of powder added to the total 
labor cost. 

(d) The measured footage and the given rate, of each contract, are trans- 
ferred to the bonus sheet when the contracts working sheet is brought 
to the general office. Multiplied together these two items give the value 
of the contract. 

(e) The balance which remains when the total cost has been subtracted from 
the value is the amount of bonus which the contract has earned. 

(f) The total bonus is now divided by the total hours of labor to obtain the 

average bonus per hour. This figure is calculated to the nearest half- 

cent. 

The total hours which each individual worked on the contract are multi- 

plied by the average bonus per hour, the result being the amount of 

bonus payable to each man. 


— 


(g 


It will be seen from the Bonus Sheet that the total bonus payable is 
slightly larger than the bonus earned. This is because the average bonus 
per hour calculation is carried to just one decimal place. In other contracts, 
the bonus payable will be a little less than the bonus earned, and taking all 
the contracts into consideration, the difference between the two will be 
small. For practical purposes this slight difference is ignored; the total 
bonus payable is the amount which is journalized to the payroll. 

The figures in the lower left hand corner of the bonus sheet, showing 
an average advance of 2.47 feet per shift and an average of 34 sticks of 
powder used per foot of advance, are for technical purposes and indicate 
the rock to be unusually hard. 

Payroll Procedure. 

When completed, the individual bonus sheets are signed by the mine 
superintendent and the chief engineer which authorizes payment of the 
bonus amount shown on each sheet. The sheets are then summarized to 
show, in numerical order: 

1. The contract number, working place, footage, rate, value of contract, 

cost of contract, bonus or deficit, account to be charged. 

2. The employment number of each man and the amount of bonus 

payable to him. 

Summary No. 1 is used by the operating executives for comparing and 
establishing rates. It is also used as the basis for preparing a supplementary 
payroll voucher which distributes the bonus to the proper operating accounts. 
Dr. Mining; jg |. = (-  «« Sxesastecversens 

Dishing ieee 
MGI 9) | -xteesateastcaaae 
SURSRING (heedeenecceas 
Etc. 
Cz. Accrued Wages Payable j= |. #iwucseeee 
(to take up bonus payable for January 1942) 


yD. 
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Summary No. 2 is made out in duplicate and handed to the chief 
accountant who initials one copy and attaches it to the voucher, the other 
copy being retained for reference purposes. Individual bonuses are posted 
from the voucher to the payroll which has a column titled “contract bonus.” 
The daily earnings plus the bonus make up the gross earnings of the indi- 
vidual for the period. 

By this method, the bonus is incorporated into the regular payroll for 
the last two weeks of each month and the necessity for making out separate 
bonus cheques is avoided. Since it is common practice in the mining 
industry to pay on the 10th and 25th of the month, the ten day interval 
affords time to make all the required calculations and postings and to pay 
the bonus on the first payday of each month. 

Conclusion. 

The method of handling the contract bonus system will vary at different 
mines. Large mines will, as a general rule, assign one or more of their 
engineering staff to the job of supervising these contracts, to make sure that 
the work is being done according to plan and to investigate complaints or 
unusual conditions and record data which might be helpful in setting rates. 
Other mines may find difficulty in establishing rates and will arrange for the 
payment of bonuses on a sliding scale, based on the footage advance per 
machine shift. For example: 


0 to 3- lineal feet ... . break even 





3to4 “ 3 small bonus 

ito PY steel ae ae ee bonus increases 
as footage 

3406. * "Ye -<epks auld sa saab capaounty Masadooeetanses increases 


Some mines set a limit on the bonus which they will pay, while others 
will pay whatever is earned, regardless of the amount. The practice varies 
according to the past experience of the individual operator and with local 
conditions, but regardless of these variations, which are attempts to fit the 
incentive to particular requirements, the same underlying principle can be 
observed wherever the system is employed. 


GLOSSARY OF MINING TERMS 


Drift—A horizontal tunnel. 

Raise—A tunnel running at an upward angle. 

Slash—The enlargement of an opening previously made. 

Shaft—An opening driven at a vertical angle into the rock and to provide 
access into and out of the mine for men, supplies and ore. 

Station—A small room cut into the rock. It is generally used as a siding 
or for the storage of supplies. 

Heading—A wall or “face” of rock which is to be blasted away. 

Stope—An underground chamber or cavity which is caused by the removal 
of a block of ore having definite limits, from an ore body. 

Mine Dry—A large building containing shower rooms and lockers, where 
those who work underground change their clothes. Generally this 
building also contains an office for the mine snperintendent, a first aid 
room, a lamp room, and a room where miners receive their instructions 
from the shift bosses and captains. 
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The Credit Man and Management 


An address before Montreal Chapter, January 30th, 1942 
By CHAS. P. DUMAS, L.C.M.I. 


Mr. President, Fellow Members, Gentlemen: 

The subject of credit is a vast one and requires a close study of the 
fundamentals of business as a whole and of the principles of management 
if a fair understanding of that subject is desired. All of you are conversant 
with these fundamentals in relation to industrial management and a good 
number of you gentlemen not only possess a knowledge of credit and of 
commercial credit problems, but also have years of experience in credit 
management. To the former, I would say that they are asked to bear with 
me in the discussion of a subject which, in spite of its importance, may 
sound a little abstract and dry. As regards those for whom credit has been 
the object of long studies and still is within their sphere of activities, I will 
ask for their indulgence. 

It was with a great deal of pleasure that I accepted the invitation of our 
President to address you to-night on the subject of “The Credit Man and 
Management.” In spite of that pleasure and honor, I realize my inability to 
do complete justice to the title of my talk in the short time at my disposal 
and I more or less feel like the parson, who on a bright Sunday morning, 
got into the pulpit and just before starting his sermon realized that he had 
left his notes in his study. He therefore started his remarks as follows: 
“Brethren, having forgotten my notes, I shall rely on God’s help, but I hope 
that at the evening service, I shall come bétter prepared.” 

The field of Credit is divided into several categories, amongst which 
we find: Govrnment Credit, Corporation Credit, Bank Credit, Manufacturers’ 
and Wholesalers’ Credit and Consumers’ Credit. There is also ‘Social 
Credit’, but we shall stick to business. : 

The fundamentals of Credit are the same in every category, but the 
problems and the machinery are different. What you and I will consider 
to-night is Manufacturers’ or Commercial Credit, in relation to Management. 

If you consider that almost all business transactions or wholesalers and 
retailers are done on credit, you will realize the importance of the part 
played by the Credit Department in the financial set-up of modern business. 
So as to help you visualize the role of the Credit Department in relation to 
other departments of a business enterprise, I have drawn a chart wrich 
shows the Circulation of Capital as follows: 

Capital is to business what blood is to the human body. It circulates 
up and down giving life to what would be but a heap of bones otherwise. 
Like blood, capital flows away from its source and flows back again. If you 
will look at the Chart, you will note the various stages of the circulation 
of Capital: first of all — the top part of the Chart represents the accumula- 
tion of capital and/or surplus and we may call this, the Reservoir. On the 
right hand side, you see how Capital is expended into plant, materials or the 
purchase of stock. Then comes the manufacturing or processing of raw 
material into the finished product. When the finished product is ready for 
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distribution, the Sales Department steps into the picture and takes over. But 
you will not that in all these states, Capital is flowing away from the Reser- 
voir until it reaches the Sales Department which now makes it ready for the 
return trip. 

If you will kindly look at the Chart again, you will find that the space 
on the left hand side is marked with the words “Credits and Collections.” 
Why is that? you will ask. Because the Credit Department is the Vein, the 
Channel through which Capital plus Profit, flows back to the Reservoir. 
Until then, Capital has been going out and it is the primary function of the 
Credit Department to act as the pumping station not only for the Principal 
but also for the Profit which has been added in the course of its passage 
through the other Departments. In fact, the Credit Department is the only 
vehicle at the disposal of Capital for its return trip, since nearly all business 
dealings between wholesalers, manufacturers and retailers are done on credit 
or terms. In other words, almost every dollar of Capital, plus whatever 
profit has been earned by the manufacturing and sales departments, has to go 
through that Department. It is an indispensable organ of the business body 
which, if strong and normal, will add to the good health of the enterprise; 
and if weak and lax, will be the cause of very serious ailments and in 
extreme cases, death of the enterprise. 

Credit Men of to-day are conscious of their responsibility to Manage- 
ment and realize-that like purchasing, manufacturing and sales, their depart- 
ment plays a major part in the circulation of Capital and in the accumulation 
of wealth. So much so, that the Credit Men of this country along with those 
of the United States have adopted the following as one of their slogans: 
“Guarding the Nation’s Profits.” 

The Credit Department is vitally important in modern business organiza- 
tion and the Credit Man is a key Executive, who generally works under the 
Secretary or the Treasurer and in some cases the Secretary or the Treasurer 
himself is the Credit Manager. In large commercial houses, the Credit 
Manager is a highly paid Executive, whose time is devoted to Credit and 
its problems with a staff of experienced employees to relieve him of some 
of the minor responsibilities. 

The Credit Department has two major functions: First to grant or 
authorize Credit; Second, to collect accounts. 

The granting of credit is a complicated problem which requires a great 
deal of psychology and experience. The problems are many and they are 
well illustrated in the following, undoubtedly written by a cynical Credit 
Man: 

“Pity the Credit man, because 

If he refuses an account, he’s crazy; if he accepts it, he’s easy: 

If he asks questions, he’s suspicious; if he doesn’t, he’s a trusting soul. 

If he makes you pay, he’s unfeeling; if he lets it run, he’s careless. 

If his percentage of loss is high, he’s no good; if it’s low, he won't 

take a chance. 

If he kicks, he’s a crab; if he stays in a rut, some young hot air artist 

gets his job. 

There are born salesmen and born buyers, but who in Kingdom come, 

ever heard of a born Credit Man?” 
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Much has been said regarding the position of the Credit Manager in 
his company. It has been pointed out that in many cases he is little more 
than an office clerk or bookkeeper. There is some evidence that many credit 
men feel they do not command the proper remuneration as compared to other 
department heads. Others complain that they are allowed only a certain 
amount of responsibility and that if they dare step beyond those bounds, 
they are taken to task for being too presumptuous. Any or all of these 
charges may have been true in the past, but the future will present an 
opportunity that will not be repeated for a long while. 

Just as there is a crying need for skilled workers in the factory, so is 
there just as great a demand for trained people in the office. Concerns are 
seeking men with financial experience to take increasingly important posi- 
tions of responsibility. Let us assume that the Credit Man has done his 
work well in the past: let us assume that he has proven his ability to think 
clearly and intelligently; finally, let us assume that he has been and is willing 
to go out of his way to find new work to do and added responsibilities to 
shoulder. If these assumptions are correct, then the question of salary, 
position and full recognition of the credit man’s worth will automatically 
take care of itself. By this, I do not mean to say that he will be made 
President of his company overnight. It is extremely likely, though, that he 
can rather quickly improve his present position if he will show management 
that he can adequately handle certain responsibilities that have never previ- 
ously been passed along to him. 


In smaller firms yet, the responsibility for the Accounting Department 
rests upon the shoulders of the Credit Man. Sometimes, the Credit Man 
acts as Office Manager and if a new blank or special form is needed, the 
task of drawing it up usually falls to the man at the credit desk. Also, the 
problems of house finance are generally submitted to him and quite frequently 
the Credit Man is the actual financial head of the firm. Yet the Credit Man 
needs more perhaps than any other official to be free from the slavery of 
petty details inherent to modern business. The Credit Man is the type of 
official who needs to think and think clearly, particularly when business is 
rushing. It is not wise to so crowd the man at the credit desk that he has 
to work his pencil more than his brains. 


It is an old cry that management has not given the credit manager 
proper recognition and the place in the sun that he thinks he deserves. 
To a certain degree that can be attributed to poor salesmanship but to a 
much greater extent, this situation arises from the emphasis that sales play 
in the everyday thinking of company executives. Generally speaking, execu- 
tives recognize the soundness of the Credit Man’s views and appreciate the 
wisdom of his ideas on credit matters. In borderline cases, they may not 
adopt his suggestions because of a possible reaction on sales. 


This is perfectly natural, since many executives come up through the 
ranks with training in sales rather than the financial departments. Even 
where such is not the case, we must always remember that in the last analysis 
sales are the life-blood of any business. For these two reasons, sales depart- 
ments over a period of years have had more influence than the credit de- 
partment. Thus, it results that during normal periods the credit manager 
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will usually come out second-best on his recommendation if there is any 
possibility of customer reaction that might be reflected in the sales curve. 

Under ordinary conditions, management is primarily interested in sales, 
for sales make possible the volume production that results in profits. To-day, 
capacity operations are assured. Now, management's emphasis is to protect 
profits that have been earned and to safeguard the potential profit in its 
backlog of unfilled orders. Management is carefully selecting, from the 
new business that is offered, the type of orders that best fit into present 
production schedules. For example, some manufacturers are now refusing 
orders involving special work; some are now producing only part of their 
regular line of products and are concentrating on these few items; some 
have eliminated certain lines that ordinarily are not profitable, or the situa- 
tion has been adjusted by corrective price increases. Such changes in policy 
are all closely tied in with sales. Fear of possible customer reaction has 
delayed these adjustments for a long while, but management is now willing 
to go ahead, because it can safely do so under present conditions. If 
financial and sales executives are now willing to revise sales policies, it is 
also the time for the Credit Manager to do the same thing on credit policies. 

Credit spells with a capital “‘C’’ and in turn is based on these “C's”, 
namely: CHARACTER, CAPACITY and CAPITAL. Capital represents the 
amount invested in business or accumulated from profits. Lack of Capital 
is a common fault of retailers and in fact of every class of business and 
accounts for the largest number of business failures. Capacity is represented 
by the ability of the debtor to meet his obligations as they become due. 
This may be determined by the fact that there is, or is not, sufficient capital 
invested in the business, by the ability of management to show a profit 
or a loss or by the rigid application of a definite credit policy. Character 
is highly intangible and reflects the personality of the debtor.. It is most 
important of all those ‘‘C’s’’ and ranks ahead of Capacity and Capital. Each 
one of the three “C’s’’ is just as important as the other two are and should 
any of the three be absent, credit is no longer credit but becomes a gamble. 
True enough, there always is a certain amount of risk attached to the grant- 
ing of credit even if the three ‘'C’s” are present, and although that element 
of risk is always present, it can be controlled or minimized to such an extent 
that losses will only represent a fractional percentage of total credit turn- 
over. 

The Credit Man has to be wide awake at all times and has to obtain 
all the information he can possibly get as to the capital, capacity and the 
character of his customers. He is interested in finding out how his client 
or prospective client meets his obligations elsewhere. This information 
cannot be obtained from the customer himself, and if it is, same often is 
misleading. The information obtained direct from other suppliers is so much 
more accurate and that is why the Credit Men of this country now co-operate 
among themselves and exchange their ledger experience through their own 
co-operative Association. 

Other sources of information are also available to the Credit Man. The 
Mercantile Agency plays an important part in that field. There are several 
Mercantile agencies operating in Canada and in the United States and the 
best known of them is a merger of two agencies which had been competitors 
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for years. The principal function of the Mercantile Agency is to compile 
information on the antecedents of a business, obtain a financial statement 
of its affairs and rate firms and individuals according to their worth. 
Mercantile Agencies render valuable services to business and complete the 
information supplied through Credit Associations. 

Another source of information, which I should have mentioned in the 
first place, is the salesman. He generally is the first medium through which 
the Credit Man can learn anything about his customer and should be the 
most accurate one of all. In some cases, however, the salesman may be 
biased and his partiality is reflected in the information passed on to the 
Credit Department. Other sources of information include Banks, Court 
House records, Bankruptcy reports, Lacombe Law lists, Real Estate transfers, 
Registrations or Dissolutions of partnerships, the Quebec Official Gazette 
and the Canada Gazette, etc. 

Good management, successful management, methods have distinguishing 
marks. They are not imponderable and entirely abstract qualities. ‘Good 
management” works very uniformly with certain tools while “Bad manage- 
ment” works very uniformly without these tools or else with them badly 
dulled. 

Primarily concerned with failure, the Credit Executive should be able 
to go into a business and break it down, if the occasion warrants, find out 
why it doesn’t make money, and then be able to prescribe remedies. The 
inability of a lot of men in top management positions to identify the why, 
how much and where of profit or loss is responsible for a great number of 
business failures. After all, the ultimate test of credit quality is whether 
the management of a debtor company is capable of making money under 
normal conditions. 

Once the Credit Man has all the information he can possibly obtain, 
he will grant his customer a margin of credit based among other things on 
his appreciation of the customer's capital, capacity and character, such margin 
to be increased or reduced according to circumstances. If the account is not 
paid in accordance with the arrangement or at normal terms, the chances 
are that the margin of credit will be revised if not reduced. After reasonable 
time and contacts with the customer, it may happen that payment of the 
account is not made, in which event the account will be handed over to the 
Collection Department. I will not go into the details of collecting delinquent 
accounts and will spare you the enumeration of the worries and tribulations 
of that important adjunct to every Credit Department, but let me say here 
that efficiency in the Collection Department is just as important as efficiency 
of the Credit Department. It requires a great deal of patience, ingenuity 
and tact to handle delinquent customers, if goodwill is to be retained at the 
same time that slow and doubtful accounts are being collected. 


Too many times credit executives look upon credit management as a 
science and completely or partially forget the fact that while credit manage- 
ment is a science, it also, at the same time, is a highly developed art. 
Science is any orderly compilation of facts from which general principles 
may be deduced. Certainly, Credit Managers must compile careful and 
accurate facts and just determine from these facts their credit policies. On 
the other hand, that is not enough. The art of any operation is the use of a 
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special skill and a special technique in the performance of the credit function. 
It is in the execution of credit management, as an art, that the Credit Man 
becomes extremely useful and an asset to the sales department of his business. 

The relationship between the credit department and the customer should 
be comparable to that of a good shoe. It is a matter of close contact, and 
at the same time, continuing its relationship primarily as the basis of comfort 
and good service. A customer wants to feel comfortable about his account 
with his supply house. If he does not feel comfortable about it, only a 
short time passes before he will sever his relationship with that house 
irrespective of how well the salesman may attempt to hold onto that account. 

Many merchants overlook the fact that in times of advancing markets, 
their financial condition can become as dangerous and often as disastrous 
as is the case of declining markets. Advancing markets automatically require 
more stock investment. This lack of proper planning for this extra capital 
will quickly hamper selling when it means the most to both parties. It is 
at once obvious that this is the problem for the sales and the credit depart- 
ment working in close conjunction with a view to encouraging the customer 
in the proper financing of his business so that he may take advantages of 
market advances in his business without letting him be destroyed by it. 

Credit Men must never forget that their success runs concurrently with 
the success of the sales department, and that they cannot begin to function 
until the sales department has produced business on which they may begin 
their operations. They must be, in fact, Executives in their thoughts as well 
as in their acts if they want the general management of the firm to recognize 
in them the right of equal consideration in the general management of the 
business. Generally speaking, the credit department is generally treated 
by the management and by the sales department in about the same way as 
its members may look upon themselves. 

The Credit Man must, at all times, remember that the customer is the 
one who speaks the last word in the success of his business. He may talk 
little about his attitude toward the credit department; he never buys, how- 
ever, without consideration of the future relations of the credit department 
of the firm with whom he deals. Whether we like it or not, we cannot 
approach the question of general business with hope of success unless we 
think in terms of the overall needs of the customer. Every sale must be 
the foundation of another sale. 

We have gone very briefly indeed over the field of credit in relation 
to Management and over the problems of the Credit Man, but my time is up 
and I must conclude my remarks. Personally, I do not believe in long ad- 
dresses and in this regard, I share the feelings of the Deacon who opened 
his sermon by saying: “Although there is no rule against long sermons in 
this church, I do not feel that any soul is saved after the first 20 minutes.” 
I have not saved any soul here to-night, and the least I can do is not 
to lose any by being too long-winded. 

You appreciate the part played by the Credit Department in the financial 
organization of modern business. A swift glance at my Chart will tell you 
that is the carrier of capital in its circulation through the veins of Business. 
Other departments such as Purchasing, Manufacturing and Sales, are the 
arteries which take capital away from its source, while the Credit Department 
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is the vein which takes it along with profit, back to the Reservoir. The 
Credit man is an important Executive in business and should be regarded 
as such. 

As you can see, my whole thought is an emphasis upon the credit 
manager's function as the watch dog of profits. This means that he must 
be the very one to say “no” and probably say it often. At the moment 
additional volume is not required. What is all important is that when the 
credit collapse comes, you, as credit manager, will stand out in the eyes of 
management as the person that has protected the profits earned during this 
active period. You will be the one that must quickly accomplish this orderly 
liquidation in order to provide the necessary funds that will be urgently 
needed at that time. To the degree that you are successful in this program, 
so will you be recognized as truly a credit executive, one who is ready and 
able to assume a more active part in the executive management of your 
company. I am confident that this can be done if we will but do it. 

The field of credit is wide open to young men anxious to succeed in 
business. A recent survey conducted by a well-known American business 
magazine reveals that next to Sales, the Department which holds the best 
chance of advancement is the Credit Department while Sales Promotion, 
Production, Plant, Advertising, etc., come after. Those of you who may 
have to make a choice, should not hesitate to enter the Credit field. If you 
ever become a Credit Man, you will become an indispensable man in organ- 
ized business; as such you will be called upon to guard the nation’s profits. 

Credit is a symbol of civilization. If we read history, we note that as 
soon as the human race started coming out of the Dark Ages and began to 
exchange commodities, credit came into existence. The mediums of exchange 
were rather cumbersome at first. Commodities such as sheep, cattle, horses, 
and even wives were used at different stages of human progress until 
currency was developed by the Phoenicians and the Babylonians. Credit is 
the expression of the trust one man places in another man and which is non- 
existent amongst uncivilized people. Credit is a prerogative of democracy 
and may be classed as one of the liberties for which we are now fighting. 

Thank you. 





McMaster University Annual Examinations 
1942 


Arts — Cost Accounting 


First Paper — Monday, January 12th, 7.30-9.30 p.m. 
Grading 
Points First Section: COST ACCOUNTING THEORY 


Problem 1. 


The following are common and standard terms used in Cost 

Accounting statements: Prime Cost; Direct Cost: Indirect Cost; Manu- 

30 facturing Expense; Selling Expense; Administrative Expense; Cost of 
Goods Sold; Gross Profit on Sales; Net Profit on Sales. 
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The trial balance as at December 31st, 1941, contains the follow- 
ing accounts: 


Telephone and Teleeraphs ...0:......c26..ccssccssseecgeseccecrs $ 500.00 
NRL Oirm Rn MANS ED UREA 5 55-5: 0/cs dacs genie sheneatemcessanstoene 1,000.00 
ERE TAMINAE ASME 5656 coco deenipcvaccanstioveyssascetnsacucnspsesen 2,000.00 
PUNE IRR 55a e525 ace sash acunscacninasycesoadansccensoeassieo 2,300.00 
OUNCE ORNCEPEEONSE cose oii sd ci sins Biterosscasenriod 2,500.00 
I Aa RNS occ ed ac os cds seca da ckctahencte ass aixoiseee 5,000.00 
RG MONE 5s sco3 accastd vpasnadicencrccsunscaivecscidinees 5,000.00 
MRE RENE NEO esos 0505s sosesesecs ivinnvaesscvadavestsessicceioea ee 6,500.00 
WENN 2a casa ass casuacccocev ig Soxotssauceoosstanoyiscossayatevess 7,000.00 
eR E MT MEMINO cee oy iv onsen cdvcccas east aenseocts enters 7,000.00 
Pee MRM ERIN ah io) 5s docs cezecsucesessayassesvossternsexeeadaastiond 8,000.00 
EE OTE EET TCT ORT TILE TE 8,500.00 
Ne Re NO cca scciaves sdsviccvsseuesedeves Weascanccuee tisCece 12,000.00 
DURST MNNEIN Sy 8565. och tearvin aera aa eaeatsaaanoreeaee 36,000.00 
Mr RUNNER 2 co ke tn ee a ene 50,000.00 





1S Or Renee PRR Oe Mr 166,900.00 

Arrange these accounts under their respective classifications of 
the headings in the first paragraph. Show the total amount under 
each class. 


Second Section: COST ACCOUNTING PRACTICE 
Problelm 2. 

There were four manufacturing departments. If they bear the 
Manufacturing Expense equally, what amount would be charged to 
each Department? (This refers to the trial balance above). 
Problem 3. 

One Manufacturing Department produced 3,725 items during the 
period. What amount in the unit cost of the Department would be 
Manufacturing Expense? (This refers to the trial balance above). 
Problem 4. 

Providing there are no other account changes, show the new 
totals in the account groups affected by a 10% increase of all labor 
for the period. (This refers to the trial balance above). 

Problem 5. 

The McMaster Company has proceeded with the closing of the 
books to a point where all expenses, totalling $9,900, have been 
charged into Work in Process. The record of production shows 5,000 
articles finished and 2,000 articles unfinished, the latter estimated to be 
one-fourth completed. The estimated cost of a finished article is $2.00. 
(a) Write the journal entries to record in the general books, the 
value of the inventories at estimated costs, and the apportionment 
of the adjustment account between Work in Process and Finished 
Goods. 

Write the journal entry to record the Cost of Goods Sold, assum- 
ing that four fifths of the finished goods were sold. 

(c) Correct the estimated cost per article to agree with the actual 
cost. 


(b 


— 
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10 Points will be allotted for neatness and form of presentation. 
Total — 100 Points. Gradings will be announced as: 
80 points or better — “A” 

60 to 80 points — 

40 to 60 points — 

under 40 points —' 
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McMASTER UNIVERSITY ANNUAL EXAMINATIONS, 1942 
Arts — Cost Accounting 


Fall Sessional Examinations, 1941-1942 


SOLUTIONS 
Problem 1. 
Prime Cost: 
Piesect: NAIGtIANS i 5scioocctcticdeceecdinit, $ 36,000.00 
Diitéct: PanOe.<.cciceiccckeiiieuwets 50,000.00 
——§ 86,060.00 
Direct Cost: 
BIRCEt WEALOGIAIS cscccdccccckcccccsnisadectsasee $ 36,000.00 
NANOGEN ADO. c2iccsiesckcsassvisisessamestans 50,000.00 
$ 86,000.00 
Indirect Cost: 
PrsOGt “EO NOR ss ccbisceccscisccesnkaackias $ 7,000.00 
EQ Fib inet ONMOR coc. sscescvcaicsceestiescacess 6,500.00 
BAGlOEY SUBDNES 22.05.35 c1ceiens-sesscceaeen2- 2,300.00 
Insurance atid’ Faxes <...0<05.:.<cssessssevesse 1,000.00 
Oa Oa ee ee 5,000.00 
PIG RRECIGIMN ovis iccncsacevazstvdestvasitenteess 8,000.00 


$ 29,800.00 





Manufacturing Expense: 
NNVERAE OG ENON os cccecescccessstccusvctiecsiescees 7,000.00 





Light and Power 6,500.00 
Factory Supplies ..... .. 2,300.00 
Insurance atid Faxes: <.....c.ccccissccccsveeses 1,000.00 
Rent Ol BaGtGny Ao. sescctsescescsssssvsesctvice 5,000.00 
VGA RCCIOUEOEE wae ies ccsccccsccessvesversinvecsseees 8,000.00 


—_——$ 29,800.00 
Selling Expense: 


ogh Neae SPIER Ses oso yee snus cy casts teraivacecvetees $ 8,500.00 
"Ftavelling: BXPense <...0..4:cccccciscsesinetexe 2,000.00 
IENCOE UIA i <.ocsyociscsscstassesisvntanteints 7,000.00 


$ 17,500.00 
Administrative Expense: 


Oblicers’ Salaties: os. cccccsccscdsccstcecssceoxess $ 12,000.00 
CER Ce GalMO esas itis isos essences 5,000.00 
Telephone and Telegraph ................. 500.00 
Other Office Expense ................::000 2,500.00 


$ 20,000.00 
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Cost of Goods Sold: 
eR ESE occa arose curacvcecreciscorctrcaceeed $ 86,000.00 
Manufacturing Expense .................... 29,800.00 
$115,800.00 
Gross Profit on Sales: 
ease aes ae cososceas ek idesocieekcasaent $166,900.00 
SE GE NGOS GONG: si ccccisssccccsaccsorecses 115,800.00 
$ 51,100.00 
Net Profit on Sales: 


Gross Profit on Sales. ................s..00000 $ 51,100.00 
Less: 
SORE IRENA SEO oo 6 cs ncnscscncesssitvsacczcscsans 17,500.00 
33,600.00 
Less: 
Administrative Expense ........ 20,000.00 


$ 13,600.00 
Problem 2. 
Manufacturing Expense: 


NRE INN acess osc bo cess caukevisioccxvaseed $ 7,000.00 
ESE MINE UMOWER 5-<ccccsscsvecsescescssescesaces 6,500.00 
RCE EY INNES 4 fiosies oko sattcsccecanvesixnes 2,300.00 
Insurance and Taxes. ..............ecccssseees 1,000.00 
BRR Re CEI onc s sca cdiey ccsetins cccsenars 5,000.00 
PRO CMMENQI 5 occ ccensyecccbssxcssnsecsccenconiens 8,000.00 
NRE es hore sg ee fo ae $ 29,800.00 

Four Departments bear .................:.000 $ 29,800.00 

One Department bears: one-fourth ...... $ 7,450.00 


Problem 3. 


Problem 4. : 
BERND MORO ois dc ext sasde ccs vossacsneseseasdcca cede vitiacidienestesene $ 86,000.00 
Add 10% of Labor of $50,000.00 ..........cccccceeeeeeees 5,000.00 


ET CLAS (a eRe PRD een a EERO, $ 86,000.00 
Add 10% of Labor of $50,000.00 .0......ccecceeeeeeeee 5,000.00 


EN Rare on os poss dascaogs aso Re $ 29,800.00 
Add 10% of Indirect Labor of $7,000.00 .............. 700.00 


DE ROUSACEUTING EX DENSE csscsiecessascssusescnssosssessseseosasccens $ 29,800.00 
Add 10% of Indirect Labor of $7,000.00 .............. 700.00 


OS BE CF ce De I $115,800.00 
PR ROG TERROR aicdscccccssicscccsscxsnseverceccasee $ 5,000.00 
10% Indirect Labor .................000.. 700.00 
5,700.00 


Manufacturing Expense for one Dept. computed as above ....$ 
3,725 items bear $7,450.00; one bears $7,450.00 -- 3,725 ...... $ 


$121,500.00 








































7,450.00 
2.00 


$ 91,000.00 


$ 91,000.00 


$ 30,500.00 


$ 30,500.00 
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FOSS PEGE Cir Sa lOS ooo. daccisssctenccvesteee cencenter eee $ 51,100.00 
Bess TO%e PanOr si.cis.sccsecsscccraccanee $ 5,000.00 
10% Indirect Labor <....ccecisssicisuss 700.00 
5,700.00 
$ 45,400.00 
INeG Reottts oii: Gales 2.5: ccd cinsticcc acess $ 13,600.00 
CRBS G(R oR eR Re er $ 5,000.00 
10% Indirect Labor ..................006 700.00 
5,700.00 
$ 7,900.00 


Problem 5. 
Inventories at estimated cost: 
Work in Process: 2,000 articles one-fourth finished ; equals 500 finished. 





Finished goods: 5,000 at $2.00......... $ 10,000.00 10/11 
Work in process as above: 500 at $2.00........ 1,000.00 1/11 
RUNG oii cashes gtosca Sutin ak cada Recae lee ee eae $ 11,000.00 11/11 
Journal Entries 
Debit: Finished: Goods c.ccss caccisccesscoccvecsccraxtaes $ 10,000.00 
Credits Wrote sth PROCESS cscs. 3scssceascec saccsesecccercetserss $ 8,900.00 
Vote) ont) | Seed Seno CeRe Oe et Senet cy af 1,100.00 


To record the estimated cost of finished 
goods, carry the over estimate of costs 
to the Adjustment account, and leave the 
balance of the Work in Process account 
to show the estimated cost of the un- 
finished work. 


Bye: (AGRIStRONG Sef) oe a kere ee ee $ 1,100.00 
Cr. Wark tt Brocese «ak Gadiscccdacacnincnans $ 100.00 
Ge Pese dl GROG oii ccs scecaceshessasiereccisecctecadcctecttes 1,100.00 


To transfer the balance of the Adjust- 

ment account to Work in Process and 

Finished Goods and record the actual 

cost of each. 

(b) Section 
Dr:. Gost-of Goods Sold) si ciscsccisics ccaccdstzetcas $ 7,200.00 
Ge Bintshed Gada ..2.cce ectenceacarces $ 7,200.00 

To record the cost of four-fifths of the 

Finished Goods that have been sold, in 

the cost of Goods Sold Account. 


(c) Section 
Correction of estimated cost per article to actual cost: 





Estimated COSt: fel Ar tiele:, csc ccciissscacccvossceesvsevasiesceasstaveiclcones $ 2.00 
Less: Overstatement in the estimate of $1,100.00 = 5,500 

IESG Ge REG HOS 52 eee eects slate te, ee ee .20 

Estimated cost: corrected: tO» <...605sscséscssesscsciecsseveccesss $ 1.80 


Prepared by H. Bricker, C.G.A., R.LA. 
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HANDISET 
FORMS 


As shown in the sketches, Handiset 
Forms are multi-copy business 
forms, with fresh, inexpensive car- 
bon paper already interleaved. Come 
in unit sets with carbons and forms 
glued at stub. 


After typing or writing, the forms 
and carbons are snapped apart— 
carbons remain affixed to stub— 
forms loose. Copies which require 
additions or extensions may be left 
with carbons affixed—for subsequent 
typing or writing. Fingers nev« 
touch carbons. Used for typed 
records in any typewriter, billing 
machine, accounting machine or 
tabulator—or for handwritten rec- 
ords, loose or in books. Eliminates 
all carbon stuffing, jiggling in align- 
ment and unshuffling. 




















oo: $$ 
INDIVIDUAL COPIES 
CAN BE REMOVED 









1 AW 


SeT CAN an —- 
a yh SHORT CARBONS 


SS 
BE SEPARATED ~s 


BUSINESS SYSTEMS 
LIMITED 
52-56 SPADINA AVENUE 
TORONTO - - ONTARIO 
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THIS MAY 
INTEREST 


Cu 


La Salle Extension Univer- 
sity has arranged courses of 
training to meet the specific 
requirements of the Can- 
adian Society of Cost Ac- 
countants & Industrial En- 
gineers. | Whatever your 
background of training and 
experience, it is likely that 
we can give you just what- 
ever additional coaching 


YOU may require. 


Let us know how far you 
have progressed in your 
studies up to the present 
time and we will gladly out- 
line a programme to fit your 
individual needs. 


LaSalle Extension 
University 


CARTY BLDG. 


Yonge and Albert Streets 
TORONTO, ONT. 
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Cost and Industrial Accountants 


There is no time like the present to commence preparations 
for the spring examinations in Bookkeeping, Accounting, 
Cost Accounting and Business Organization and Manage- 
ment, held by the Canadian Society of Cost Accountants 
and Industrial Engineers. The Shaw course will prepare 
you for these examinations and a postcard will quickly 
obtain complete information. 


PREPARE NOW 
DO NOT DELAY 
Write 
SHAW SCHOOLS LIMITED 
BAY AND CHARLES STREETS 
Toronto 





and try 
THE SHAW WAY 
THE SURE WAY 


























MEMBERSHIP FEES 


MEMBERS. WHOSE MEMBERSHIP FEES FOR THE 

CURRENT YEAR ARE NOW DUE, OR OVERDUE, ARE 

ASKED TO KINDLY REMIT AS SOON AS POSSIBLE 

AND THUS SAVE THE SOCIETY TIME AND TROUBLE 
IN THIS CONNECTION. 
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Cost Standards 


Analysis of Overhead Variations 
By H. B, WILLIAMSON, A.LC.A. 


By Kind Permission of The Australian Accountant 


The fact that, fundamentally, the most exact measures of efficiency are 
time, not value, needs little explanation; it is an obvious truth, so obvious 
that it is rather astounding that any other method of oncost allocation was 
ever seriously considered. 

All Indirect Expense is incurred, whatever the production, only because 
of effluxion of time, and, as time is also responsible for output, it is logically 
the only scientific basis for oncost absorption. 

Without the value of this element being recognized in setting up Cost 
Standards, very little real analysis is possible, the main reason for varia- 
tions, Productive Hours, being non-existent; where, however, there is a 
system of Budgetary Control in which an hourly rate has been predetermined, 
comparison between Actual and Standard times and Expenditure is possible. 

These comparisons may, or may not, result in alterations of Standard 
rates per hour, but a clearer and closer analysis of reasons for variation 
from Standard is possible. 

The first requirement for all analysis is the ascertainment of a Standard 
rate by which variations may be measured, and it is the basis of this Standard 
which has to be determined. 

The essentials are Normal Production and Normal Burden. 

Normal Burden rate has been variously described as rate appertaining 
to: 

(1) Average Production over a period of years. 
(2) Practical Capacity of Plant. 
(3) Capacity to make and sell. 

(1) Average Production is an unsound basis upon which to distribute 
all burden; it means an inequitable distribution of Fixed Expense. 

On the other hand, where the exigencies of the business concerned 
require a Standard Rate and comparison from period to period, they would 
utilize this method for arriving at the desired Rate. 

(2) Practical Capacity is generally considered to be in the vicinity of 
85% of Theoretical Capacity; this latter is the theoretical output of the 
plant working over a given period under perfect conditions, no allowance 
being made for breakdown, repairs, absence of workmen, idleness, etc. The 
allowance of 15% is made to cover all such contingencies, and reveals a 
figure which is, in effect, “Actual Capacity to Produce.” It could be also 
termed “Normal” in contrast with Average Capacity. 

When Burden is budgeted on this basis, Fixed Expense will be adequate- 
ly dealt with, but, as Actual Capacity may not be Actual Productive Hours 
for the particular period concerned, alteration in rate may be necessary to 
cope with Variable Expenses. 

In saying it may be necessary, there always has to be considered the 
probability that it may be better, taking into consideration the particular 
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business for which Standards are being prepared, to allow all rates to 
remain unchanged from year to year for comparative purposes. This can 
be understood where production volume is constant, as, where rates are 
changed to absorb all expense, probable reasons for variation are submerged 
in applied oncost, the result creating, possibly, an unwarranted sense of 
false security. 

(3) Capacity to make and sell comes somewhat under the same category 
as Practical Capacity, and the two may be synonymous, all depending upon 
current demand. 

Where the main requirement of the firm is periodical absorption of all 
Overhead, this method of arriving at the rate would meet the case, but here 
again Fixed Expense requires a different treatment. 

Bearing in mind that most works are laid out for a specific purpose, 
definite productive volume, and that Fixed Expense is incurred in the setting- 
up and maintenance of the Plant, to continue, though that Plant shut down, 
it is obvious that, however Variable Expense may be disposed of, Practical 
Capacity is the only sane method for its absorption. 

A combination of Practical Capacity and either Average, or Capacity 
to Make and Sell is the solution; and from such, a Flexible Budget may be 
compiled. 

The Outline would be somewhat as follows: 

Practical Capacity. ........<..::. 10,000 £725 Fixed 
Average Capacity ............... 8,000 £1000 Variable 

True analysis is carried out in four phases, and the following figures 
will illustrate the method. 

Standard Normal Hours Fixed 1,000 Standard Normal Expense Fixed £125 


Variable 800 “Variable £200 

Actual Hours 832 Actual Expense £416 
Standard Hours for Actual Standard Expense for Actual 

Production 800 Production £300 


(4) Price Variance. 
The phases to be considered are: 
(1) Idle Capacity. 
(2) Standard Variance. 
(3) Efficiency Variance. 

(1) Idle Capacity consists wholly of Fixed Expense. 

This could be called Passive Expense, that is, expense that will continue 
though the plant close down, incurred irrespective of production. 

On the other hand, Variable Expense may be termed Active; it consists 
of charges for which Active Production is directly responsible, and, being 
of this nature, must be disposed of over output, no part of it included as 
Idle Capacity. 

As there are 168 hours of Idle Time, and Fixed Expense rate is 2/6 per 
hour, Idle Capacity is £21. 

(2) Variance from Standard being the difference between Actual and 
Standard hours at Standard rate, will be £12. 

(3) Utilized Capacity is Actual Expense less Idle Capacity, in this 
instance £395. 

As Standard Expense is £300, total Variance is £95. 


91 











COST AND MANAGEMENT 


Efficiency Variance is computed by calculating the Efficiency Ratio; it 
will be the percentage that Actual are to Standard Hours, i.e., 104%. 

Dividing Actual Expense by this figure gives £400, representative of 
overhead had full efficiency obtained. The difference is Efficiency Variance, 
£16. 

(4) Included in the £400 thus ascertained is Idle Capacity £21, which 
must be deducted before arriving at Price Variance. 

The net amount of £379, less Standard Expense for Actual Production 
gives Price Variance £79. 

The following is a typical Manufacturing Expenses Account, Costs: 


Manufacturing Expenses 


To Actual Expense ...... £416 0 0 By Work in Process .... £312 0 0 
‘ Variance from " Edle Capacity ........:. 21 0 O 
IRB ALS vescscvsscattsces 12 0 0 “ Efficiency Variance 16 0 0 

“ Price Variance «.:..... 79 0 O 


£428 0 0 
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Situations Wanted 





Experienced Cost Man, over military age, with experience also in purch- 





asing and Office Management, desires change. Experienced in the installa- 
tion of systems and can take full charge. Apply Box 72, Cost and Manage- 
ment. 





Thoroughly experienced Textile Cost and General Accountant, at present 
engaged, desires change where services will be of more value in the war 
effort than at present. Now in full charge of offices and with many years 
of experience in this field. Not subject to military service but at least six 


weeks before available. Apply Box 73, “Cost and Management.” 





Young married man with several years experience in Textile Costs, 
Time Study and Personnel Management desires position in Ontario. At 
present engaged but not on war work. Apply Box 73, ‘Cost and Manage- 
ment.” 





Young married man with good background in Accounting and at pres- 
ent studying Cost Accounting, desires position with sound firm, preferably 
in the Hamilton district. Wé£ll accept moderate salary to commence if pros- 


pects are good. Apply Box 71, ‘Cost and Management.” 
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Personal Notes 


Congratulations to W. L. ‘Wilf’ McMahon, popular immediate past 
chairman of the Hamilton Chapter. It’s a boy, and Wilf is strutting around 
as though he were of some importance. 


Jack Thompson, student member of the Kitchener Chapter, is now a 
proud member of the Royal Canadian Air Force, and several other members 
are due to follow him in the near future. 


Norman Hagen, also of the Kitchener Chapter, has joined the Royal 
Canadian Navy. 


Nolen Hembruff, a student member of the Toronto Chapter is also a 
member of the Royal Canadian Navy. 
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